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UPDATE -

EITC Study Update

In 2003, Texas Perspectives Inc. (TXP) was retained by the City of San Antonio to determine if
public awareness campaigns that promote full access and utilization of the Earned Income Tax
Credit (EITC) - a federal tax credit for working individuals and families whose incomes range
from significantly below the poverty line to approximately double the poverty line - is not merely
justified as socially responsible, but actually could more than pay for itself when considering the
economic impact to the community. TXP concluded that the tax benefits to the City of San
Antonio would likely exceed the costs of an EITC awareness campaign, making the effort of that
type both appropriate and cost-effective. Since the original study was published, new and
expanded datasets have become available which allow a more detailed assessment of the
situation in the San Antonio area. In addition, a number of national studies have also been
released that discuss the overall positive impact the EITC has on lower-income families.
Building on the original study, TXP has been engaged by the City of San Antonio Department of
Community Initiatives to update the 2003 findings.

Methodology Overview

For the original study, TXP utilized zip code-level IRS tax data. A challenge that occurs when
using zip code-level data is that city boundaries and individual zip code boundaries do not
always correspond. For example, only a fraction of zip code 12345 may lie within a city’s
geographic border. Adjusting for these differences is complicated given ever changing real
estate development patterns, city annexation policies, fluctuating population densities, and
outdated underlying Census figures. For the original and current EITC analysis, TXP defines
“San Antonio” as all zip codes in Bexar County starting with 782**. The Brookings Institution,
however, has attempted to allocate some portion of the zip code to the relevant municipality.
While neither approach is invalid, reviewers should be aware that TXP’s figure will vary from
data provided by The Brookings Institution.

Current EITC Utilization

In tax year 2002, San Antonio had 145,183 tax filers claim the EITC, representing 26.8 percent
of total tax filers. This resulted in $283,574,105 of EITC dollars flowing from the federal
government to low-income families. The average EITC credit paid to San Antonio families was
$1,953. Not surprisingly, much of this activity was concentrated on the West Side, as the
average receipt rate of the seven zip codes in that area (01, 04, 07, 26, 27, 28, and 37) was
41.9 percent, compared to 23.4 percent for the balance of the city. At the Metropolitan
Statistical Area (MSA) geographic level, the San Antonio rate of EITC receipt was 25 percent
versus 15 percent for Austin-San Marcos, 19 percent for Dallas, 40 percent for El Paso, and 22
percent for Houston.

The tables of the following pages provide an overview of San Antonio EITC activity.
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UPDATE - Increased Participation in the EITC in San Antonio

Figure 1
San Antonio EITC Claims, 1997 - 2002
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Figure 2
San Antonio EITC Tax Credits, 1997 - 2002
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Figure 3
Average San Antonio EITC Tax Credit Per Recipient, 1997 - 2002
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Figure 4
Average EITC Tax Credit Per Recipient By Texas MSA, 2002
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In the original study, no attempt was made to estimate the economic impact of existing EITC
participants on the San Antonio and Bexar County economies. In this update, the impact of
existing EITC payments is provided. Based on the same methodology used in the original
study, using a combination of data from the Consumer Expenditure Survey of the Bureau of

Labor Statistics (CES) and several surveys in other communities about usage of EITC funds, it
is assumed that about one-third of the money would not be spent locally (e.g., if it were used for

savings or to retire debts). Using data again from the CES on spending patterns by income
level, the remaining two-thirds is likely to be spent on three main categories of goods and

services: retail, general services, and utilities. The results of running the increased spending

levels through the IMPLAN model are delineated in the following tables.

Table 1 - Output Impact
Spending Attributable to Existing EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining $0 $2,031,626 $605,094 $2,636,720
Construction $0 $3,874,144 $1,284,339 $5,158,483
Manufacturing $0 $3,183,762 $3,190,799 $6,374,561
Transportation & Utilities $0 $9,354,943 $3,566,281 $12,921,224
Wholesale Trade $0 $1,675,604 $3,130,085 $4,805,684
Retail Trade $121,629,354 $694,752 $9,826,865 $132,150,971
Finance & Real Estate $0 $9,779,328 $13,123,248 $22,902,576
Services $40,866,490 $23,741,133 $15,145,766 $79,753,389
Government/Misc. $27,498,806 $3,294,037 $2,269,668 $33,062,506
TOTAL $189,994,650 $57,629,324 $52,142,151 $299,766,125
Table 2 - Value-Added Impact
Spending Attributable to Existing EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining $0 $1,364,441 $409,051 $1,773,492
Construction $0 $2,179,479 $492,310 $2,671,789
Manufacturing $0 $1,337,373 $988,087 $2,325,461
Transportation & Utilities $0 $4,573,950 $1,862,840 $6,436,785
Wholesale Trade $0 $1,189,000 $2,221,085 $3,410,085
Retail Trade $97,939,986 $494,569 $7,490,277 $105,924,832
Finance & Real Estate $0 $6,663,108 $9,236,947 $15,900,055
Services $14,207,485 $15,203,242 $9,335,743 $38,746,471
Government/Misc. $9,877,701 $1,571,402 $942,723 $12,391,831
TOTAL $122,025,178 $34,576,554 $32,979,064 $189,580,795
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Table 3 - Labor Income Impact
Spending Attributable to Existing EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining $0 $797,593 $239,113 $1,036,710
Construction $0 $1,274,033 $287,782 $1,561,815
Manufacturing $0 $781,769 $577,593 $1,359,367
Transportation & Ultilities $0 $2,673,737 $1,088,939 $3,762,676
Wholesale Trade $0 $695,038 $1,298,352 $1,993,395
Retail Trade $57,251,624 $289,102 $4,378,504 $61,919,230
Finance & Real Estate $0 $3,894,975 $5,399,534 $9,294,509
Services $8,305,101 $8,887,182 $5,457,285 $22,649,568
Government/Misc. $5,774,093 $918,577 $551,076 $7,243,745
TOTAL $71,330,823 $20,212,011 $19,278,182 $110,821,016

Table 4 - Employment Impact
Spending Attributable to Existing EITC Participation

Total

Year Direct Indirect Induced (Part & Full-Time)
Agriculture/Mining 0 10 10 15
Construction 0 56 15 71
Manufacturing 0 20 15 41
Transportation & Utilities 0 46 20 71
Wholesale Trade 0 15 31 46
Retail Trade 3,157 15 224 3,396
Finance & Real Estate 0 61 61 122
Services 627 398 286 1,311
Government/Misc. 51 20 31 102
TOTAL 3,835 653 694 5,171

As shown above, the economic impact of existing participation in the EITC in San Antonio is
significant, injecting $190.0 million in direct spending will create $299.8 million in total economic
activity, $189.6 million in value-added, $110.8 million in labor income, and support over 5,100
permanent part and full-time jobs. At the same time, the City of San Antonio can expect to
benefit from this increased economic activity. Table 5 outlines the potential fiscal impacts.

Table 5
Fiscal Impact of Existing EITC Participation
City of San Antonio (000s)

Citv Sales Tax $849.6
City Property Tax $1,006.6
CPS City Revenue $875.6
Other Revenue $915.3
TOTAL $3,647.1
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It is also possible to update the original economic impact of additional EITC participation that
would be expected if every qualifying family took advantage of the credit. Table 6 below
provides more detail regarding increased participation in the EITC. The methodology detailed in

the original study was used to create the new estimates.

Table 6
Current and Potential EITC Payments in
San Antonio and on the West Side - 2002

Estimated 2002 EITC Paid
Current West Side EITC
Rest of San Antonio EITC
Total San Antonio EITC

Estimated Level of Nonparticipation
Unclaimed West Side EITC
Unclaimed Rest of San Antonio EITC
Total Unclaimed San Antonio EITC

Estimated Level of Additional Potential Funds
Unclaimed West Side EITC

Unclaimed Rest of San Antonio EITC

Total Unclaimed San Antonio EITC

$84,353,259
$199,220,846
$283,574,105

31.3%
19.1%
22.7%

$26,402,570
$38,051,182
$64,453,752

As the table indicates, a total of $64.4 million in additional EITC funds could be paid to San
Antonio households if full participation were to occur. Approximately 40 percent of these funds
would flow to families on the West Side, as the high level of nonparticipation among larger
families suggests that over $26.4 million goes unclaimed by residents in West Side zip codes.
Once local families received this additional credit, the money would be put to a variety of uses.

Table 7

San Antonio and on the West Side - 2002

Additional Potential Local Spending
Local Spending on West Side

Local Spending in Rest of San Antonio
Total Local Spending

West Side Breakdown
Retail Trade (61.1%)
Services (22.7%)
Utilities (16.2%)

Rest of San Antonio Breakdown
Retail Trade (61.1%)

Services (22.7%)

Utilities (16.2%)

Total Local Spending
Retail Trade

Services

Utilities

Total Local Spending

Detailed Spending from Potential EITC Payments in

$17,689,722
$25,494,292
$43,184,014

$10,808,420
$4,015,567
$2,865,735

$15,577,013
$5,787,204
$4,130,075

$26,385,433
$9,802,771
$6,995,810
$43,184,014
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The results of running the increased spending levels through the IMPLAN model are delineated

in the following tables.

Table 8 - Output Impact
Spending Attributable to Increased EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining $0 $461,770 $137,532 $599,302
Construction $0 $880,557 $291,918 $1,172,475
Manufacturing $0 $723,639 $725,239 $1,448,878
Transportation & Utilities $0 $2,126,291 $810,582 $2,936,874
Wholesale Trade $0 $380,849 $711,439 $1,092,287
Retail Trade $27,645,219 $157,911 $2,233,555 $30,036,685
Finance & Real Estate $0 $2,222,750 $2,982,792 $5,205,542
Services $9,288,573 $5,396,138 $3,442,492 $18,127,203
Government/Misc. $6,250,222 $748,704 $515,874 $7,514,800
TOTAL $43,184,014 $13,098,609 $11,851,425 $68,134,048
Table 9 - Value-Added Impact
Spending Attributable to Increased EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining $0 $310,125 $92,974 $403,098
Construction $0 $495,375 $111,897 $607,273
Manufacturing $0 $303,972 $224,583 $528,556
Transportation & Utilities $0 $1,039,616 $423,406 $1,463,021
Wholesale Trade $0 $270,249 $504,832 $775,081
Retail Trade $22,260,847 $112,411 $1,702,470 $24,075,728
Finance & Real Estate $0 $1,514,462 $2,099,472 $3,613,934
Services $3,229,229 $3,455,555 $2,121,927 $8,806,712
Government/Misc. $2,245,109 $357,165 $214,272 $2,816,548
TOTAL $27,735,186 $7,858,929 $7,495,834 $43,089,949
Table 10 - Labor Income Impact
Spending Attributable to Increased EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining $0 $181,285 $54,348 $235,635
Construction $0 $289,576 $65,410 $354,986
Manufacturing $0 $177,689 $131,281 $308,971
Transportation & Utilities $0 $607,715 $247,506 $855,221
Wholesale Trade $0 $157,976 $295,103 $453,080
Retail Trade $13,012,761 $65,710 $995,193 $14,073,664
Finance & Real Estate $0 $885,292 $1,227,264 $2,112,555
Services $1,887,672 $2,019,974 $1,240,390 $5,148,036
Government/Misc. $1,312,397 $208,784 $125,254 $1,646,436
TOTAL $16,212,832 $4,594,002 $4,381,751 $25,188,585
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Table 11 - Employment Impact
Spending Attributable to Increased EITC Participation
Total
Year Direct Indirect Induced (Part & Full-Time)
Agriculture/Mining 0 2 2 3
Construction 0 13 3 16
Manufacturing 0 5 3 9
Transportation & Utilities 0 10 5 16
Wholesale Trade 0 3 7 10
Retail Trade 717 3 51 772
Finance & Real Estate 0 14 14 28
Services 143 90 65 298
Government/Misc. 12 5 7 23
TOTAL 872 148 158 1,175

As shown above, the economic impact of increased participation in collecting the EITC in San
Antonio is potentially quite large, as injecting $43.2 million in direct spending will create $68.1
million in total economic activity, $43.1 million in value-added, $25.2 million in labor income, and
support over 1,175 permanent jobs. While these results cannot be disaggregated
geographically, it is likely that much of the impact will be felt on the West Side, given the
concentration of potential recipients and the fact that most of the impact occurs in consumer
sectors. At the same time, the City of San Antonio can expect to benefit from this increased
economic activity. Table 12 outlines the potential fiscal impacts.

Table 12
Fiscal Impact of Increased EITC Participation
City of San Antonio (000s)

Citv Sales Tax $193.1
City Property Tax $228.8
CPS City Revenue $199.0
Other Revenue $208.1
TOTAL $829.0

Consistent with the original study findings, increased EITC utilization will have positive
economic and social consequences for the entire San Antonio region. While the economic
boom of the late 1990s resulted in fewer EITC claims, the recession that followed reinforced the
important role the EITC plays in lower-income families’ economic lives. Increased participation
in the EITC program is still good public policy — it leverages local resources to the net benefit of
both a targeted population and the community at large.
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Overview

The Earned Income Tax Credit (EITC) is a federal tax credit for working individuals and families
whose incomes range from significantly below the poverty line to approximately double the
poverty line. Itis intended to reduce the tax burden on low-income workers, supplement their
wages, and assist in the welfare-to-work transition. Larger percentages of eligible families claim
the EITC than traditional social welfare programs such as TANF, Food Stamps, and Medicaid.

Enacted by Congress in 1975 as a refundable tax offset for low-income workers, the structure of
the EITC was attractive to both sides of the political spectrum because it was both an anti-
poverty and an anti-welfare instrument that offered an attractive, work-oriented alternative to
existing welfare programs. The credit also addressed national concerns in the mid 1970’s over
unemployment rates, welfare caseloads, and the working poor.

At its inception, the credit was relatively modest. However, changes in the Tax Reform Act of
1986 and the Omnibus Budget Reconciliation Acts (OBRA) of 1990 and 1993 led to a 10-fold
increase in the amount of funds paid between 1984 and 1996. The changes were most
dramatic for families with two children; the 1993 OBRA expanded the maximum credit for this
group from $1,511 in 1993 to $3,556 in 1996. The earnings subsidy that the EITC represented
for these families in fact doubled, from 19.5 percent of earnings in 1993 to 40 percent of
earnings in 1996. Over time, the EITC has thus become a significant source of income for
working families. In 2002, for example, families with one child and an income level of $7,000 to
$13,000 received the maximum amount of $2,506. Families with two or more children with an
income level of $10,000 to $13,000 qualified for the maximum amount of $4,140. For a
hypothetical family with two children and an income level of $10,700, the credit of $4,140 is
roughly equivalent to an additional $2 per hour of full-time work. The available credit drops as
income rises; for families with two or more children, it begins decreasing near $13,500, and
reaches zero at $33,200.

People who know they will qualify for the credit at the end of the year may request that their
employer pay them an Advanced Earned Income Tax Credit (AEITC), which allows them to
receive the credit over equal installments in each regular paycheck. However, the vast majority
of EITC recipients (99 percent) receive their funds in the form of a lump-sum payment.
Numerous studies have shown that due to the “lumpy” nature of most EITC payments,
recipients use the opportunity to improve family well being (move to a safer neighborhood,
improve transportation, etc.) or to make large purchases.

Today, the EITC is the largest federal aid program targeting the working poor. Nevertheless,
numerous studies have found that a significant number of eligible families fail to claim the credit.
A primary purpose of this report is to demonstrate that public awareness campaigns to promote
full access by these families is not merely justified as socially responsible, but actually could
more than pay for itself when considering the economic impact to the community and the fiscal
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impact to the City of San Antonio. Particular attention is paid to the effect on San Antonio’s
West Side population.

The importance of the Credit for working families in reducing poverty and income inequality is
reviewed in the next section, followed by a discussion of factors that erode the credit’'s benefit
(such as tax preparation costs and refund loan fees). An evaluation of the potential economic
and fiscal impacts associated with increased utilization forms the core of the report, with a brief
review of selected cities across the nation that have established programs to help families claim
the EITC forming the report’s final section.

Unless otherwise noted, the main sources of information used in this report came from various
studies done by The Brookings Institution, The National Tax Assistance for Working Families
Campaign, and a 2000 report from the Center for Policy Research at The Maxwell School at
Syracuse University.

Role of the EITC in Family’s Financial Lives

The EITC has been shown to have a significant impact on many low-income working families. A
series of recent studies indicate that the EITC reduces poverty, encourages participation in the
workforce, supplements wages, helps low-income families build assets and purchasing power,
and has a positive economic impact on the communities where the recipients reside.

Reduction of Poverty

The EITC is considered to be one of the most successful federal anti-poverty programs ever
developed, and the impact of the credit on a working family’s income can be considerable. For
example, a single parent raising two or more children and earning between $10,350 and
$13,520 in 2002 is eligible for the maximum EITC of $4,140 — a 30 to 40 percent increase in the
family’s income. The EITC lifted 4.7 million people out of poverty in 1999, including 2.5 million
children. A 1999 study by Columbia University’s National Center for Children in Poverty found
the EITC reduces poverty among young children by one-fourth. A 2003 study by The Brookings
Institution examined the effect of the EITC on 27 urban and rural sites nationwide and found
that, on average, one in five tax filers benefited from the EITC.

Workforce Participation

By restricting eligibility to families with earnings, the EITC promotes work. In particular, it
significantly increases the number of single parents who join the workforce. The Brookings
Institution found that prior to the large increases in the EITC in the late 1980’s and early 1990’s,
73 percent of single mothers with children worked at some point during calendar year 1984. By
1996, that number had increased to 81 percent, with 60 percent of the increase attributable to
increases in the EITC.
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Supplements Wages and Builds Assets

As the income gap between the richest and the poorest Americans has widened over the last 20
years, the wages and salaries of the working poor have not kept pace with those earning larger
incomes. For example, The Brookings Institution found that during the late 1990’s, the average
before-tax income of a Texas family in the bottom fifth of the income distribution was
approximately $11,000. Adjusted for inflation, these families were actually earning 9 percent
less than during the late 1970’s. During the same period, families in the top fifth of the
distribution had average before-tax income of $130,000, a 23 percent increase over the late
1970’s. By supplementing the wages of low-income families, the EITC has helped to curb the
income inequality gap.

In addition to augmenting wages, the EITC helps low-income families build assets for the future.
Over half of EITC recipients studied in the Chicago area planned to spend their refunds on
investments such as tuition payment or other educational expenses, car repair and other
transportation improvements to increase access to jobs, moving to a new neighborhood, or
putting money into a savings account. The study also found that the EITC helped the lowest-
income families meet immediate needs such as utilities and rent.

Positive Economic Impact

EITC monies are typically spent by recipients in the communities where they reside. As noted
earlier, recipients use their refunds to pay off debt, invest in education, and secure decent
housing, thus enhancing their economic security and promoting economic opportunities in their
neighborhoods. A Brookings Institution study found that over $1 million EITC dollars per square
mile flowed through urban communities in 1990. Obviously, the more an area is densely
populated with low-income workers, the stronger this effect. The clustering of EITC earners can
present an economic opportunity to the community in terms of the purchasing power derived
from the credit and may signal retail opportunities in these neighborhoods.

Erosion of the EITC Benefit

Like most Americans, many low-income working families seek help in preparing their tax
returns. The process of filing for the EITC, as well as other tax credits, can be a daunting task,
particularly for families whose first language is not English. One study found that 68 percent of
all EITC earners in 1999 paid to have their returns prepared. These tax preparation services
can be costly, however, and can significantly diminish the net benefit of the credit. A fee of
$100 or more is typical to have a tax return commercially prepared and electronically filed. For
an average 1999 EITC receipt of $1,655, this cost becomes a meaningful reduction in the
credit’s benefit.

Even more problematic than mere tax preparation costs are the “refund anticipation loans”
(RALs) offered by most commercial tax preparers. RALs provide tax filers with an advance on
their anticipated tax refund. The funds are generally received 8-10 days sooner than they would
have been if direct deposited into a personal bank account by the IRS. Some services even
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offer an “instant” RAL, whereby taxpayers can receive a check immediately upon electronic
filing.

In addition to receiving refunds sooner, many families choose RALs because they don’t have
the cash on hand to pay for tax preparation, or don’t have a bank account available for the IRS
to direct deposit the refund. According to the Federal Reserve, 22 percent of families earning
less than $25,000 in income (the majority of the EITC-eligible population) lack a bank account of
any kind. Not having access to mainstream financial services forces these families to rely on
high-cost alternative financial services that consume large portions of their small incomes.

A typical RAL fee is $100 or more; viewed as an annual percentage rate (keeping in mind their
costs and short terms), RAL loan rates range from 67 percent to a shocking 774 percent.
Despite their high cost, these loans continue to grow in popularity; H&R Block, which prepares
20 percent of all EITC returns filed each year, sold 15 percent more RALs in 2002 than in 2001.
In 1999, 49 percent of San Antonio EITC tax filers claimed their credit through an RAL,
representing 57 percent of total EITC dollars paid, compared to a national average of 37
percent.

In sum, roughly $1.75 billion of EITC money intended to benefit low-income families in 1999
flowed instead toward paying commercial tax preparation, electronic filing, and high-cost refund
loans. A number of communities across the nation, realizing the significance of the erosion of
the EITC benefits, have established programs to help families eligible for the credit with tax
preparation, establishment of bank accounts and other services designed to help eligible
families claim the full EITC they are entitled to.

The EITC in San Antonio

Current Utilization

In tax year 2000, San Antonio had 109,594 tax filers claim the EITC, representing 23.9 percent
of total tax filers. This resulted in $200,720,586 of EITC dollars flowing from the federal
government to low-income families. According to a Brookings Institution study of 27
communities participating in the National Tax Assistance for Working Families Campaign, San
Antonio ranked 10" in tax year 2000 in terms of the percentage of filers claiming the EITC - 23.9
percent versus the study average of 21 percent (the national average was 15 percent). The
average EITC credit paid to San Antonio families was $1,831 versus the study average of
$1,716 (the national average was $1,700). In comparison to other Texas cities, another
Brookings Institution study that examined tax years 1997 and 1998 demonstrated that San
Antonio had higher percentages of families earning the EITC. San Antonio’s rate of EITC
receipt was 23 percent versus 14 percent for Austin, 18 percent for Dallas, and 19 percent for
Houston.

Updated figures from the IRS for 2001 show that the EITC is more important than ever in San
Antonio, as a total of 133,792 families (representing 23.2 percent of total filers) claimed the
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credit that year. Not surprisingly, much of this activity was concentrated on the West Side, as
city, the average receipt rate of the seven zip codes in that area (01, 04, 07, 26, 27, 28, and 37)
was 38 percent, compared to 19.7 percent for the balance of the city. Assuming a similar level
of average refund, this means that almost $250 million was paid in EITC funds to residents of
San Antonio in 2001, with almost $72 million of that going to families in the West Side ZIP
codes.

Potential Additional Local EITC

In spite of its already substantial impact on San Antonio and the West Side, it is clear that the
community is “leaving money on the table.” Every year, a significant number of families who
qualify do not collect the EITC, for a variety of reasons — failure to file a tax return, ignorance of
their eligibility, etc. There have been no comprehensive studies of the magnitude of these
unclaimed funds, but “best guesses” from a number of sources (including the IRS) suggest that
the figure might be between and 10 and 20 percent. While this figure seems plausible, it lacks
sufficient precision for use as more than an “order of magnitude” guide.

One effort at a more formal estimate of the level of unclaimed EITC credits was conducted by
the General Accounting Office (GAO) during 2001. In response to a Congressional inquiry, the
GAO combined information from the Current Population Survey and the IRS to estimate both
the number of households and the dollar volume of unclaimed EITC. Their findings indicate
that, overall, approximately 25 percent of eligible households representing 11.1 percent of
eligible funds did not claim the credit during 1999. The GAO further identified the fact that failure
to claim the EITC varied greatly by the number of children in the family — families with no
children and those with three or more children who qualified were far more likely than qualifying
families with one or two children to not claim the credit. The figures below outline the findings.
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Figure 1
Eligible Nonparticipating Households by Number of Qualifying Children, 1999

41% 42%

10% 7%

Figure 2
Distribution of EITC Dollars that Nonparticipating Households Were Eligible to
Claim, by Number of Qualifying Children in Household, 1999

15%
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These estimates from the GAO facilitate a more refined estimate of the level of nonparticipation
in San Antonio, especially on the West Side. Using detailed Census data on family size (in
combination with the data above), it is possible to estimate the level of additional participation
that would be expected if every qualifying family took advantage of the credit. Table 1 below
provides more detail.

Table 1
Current and Potential EITC Payments in
San Antonio and on the West Side

Estimated 2001 EITC Paid

Current West Side EITC $71,890,553
Rest of San Antonio EITC $173,082,599
Total San Antonio EITC $244,973,152
Estimated Level of Nonparticipation

Unclaimed West Side EITC 31.3%
Unclaimed Rest of San Antonio EITC 19.1%
Total Unclaimed San Antonio EITC 22.7%
Estimated Level of Additional Potential Funds

Unclaimed West Side EITC $22,501,743
Unclaimed Rest of San Antonio EITC $33,058,776
Total Unclaimed San Antonio EITC $55,608,906

As the table indicates, a total of $55.6 million in additional EITC funds could be paid to San
Antonio households if full participation were to occur. Approximately 40 percent of these funds
would flow to families on West Side, as the high level of nonparticipation among larger families
suggests that over $22 million goes unclaimed by residents in West Side zip codes. Once local
families received this additional credit, the money would be put to a variety of uses. Based on a
combination of data from the Consumer Expenditure Survey of the Bureau of Labor Statistics
(CES) and several surveys in other communities about usage of EITC funds, it seems
reasonable to assume that about one-third of the money would not be spent locally, e.g., if it
were used for savings or to retire debts. Using data again from the CES on spending patterns
by income level, the remaining two-thirds is likely to be spent in the following manner.
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Table 2
Detailed Spending from Potential EITC Payments in
San Antonio and on the West Side

Additional Potential Local Spending

Local Spending on West Side $14,076,168
Local Spending in Rest of San Antonio $22,181,799
Total Local Spending $37,257,967
West Side Breakdown

Retail Trade (61.1%) $9,211,539
Services (22.7%) $3,422,290
Utilities (16.2%) $2,442,339
Rest of San Antonio Breakdown

Retail Trade (61.1%) $14,633,387
Services (22.7%) $4,591,632
Utilities (16.2%) $2,950,179
Total Local Spending

Retail Trade $23,851,526
Services $8,013,922
Utilities $5,392,518
Total Local Spending $37,257,966

The Economic and Fiscal Impact of Additional EITC

The $37.3 million expected to be spent in the local economy essentially is an injection that will
have ripple effects throughout San Antonio. One of the most effective means of capturing these
ripple effects is through use of an input-output model. In this type of analysis, it is useful to
distinguish three types of expenditure effects: direct, indirect, and induced. Direct effects are
production changes associated with the immediate effects or final demand changes. The
payment made by an out-of-town visitor to a hotel operator is an example of a direct effect, as
would be the taxi fare that visitor paid to be transported into town from the airport. In this case,
the $37.3 million is the direct effect.

Indirect effects are production changes in backward-linked industries cause by the changing
input needs of directly affected industries — typically, additional purchases to produce additional
output. Satisfying the demand for an overnight stay will require the hotel operator to purchase
additional cleaning supplies and services, for example, and the taxi driver will have to replace
the gasoline consumed during the trip from the airport. These downstream purchases affect the
economic status of other local merchants and workers.

Induced effects are the changes in regional household spending patterns caused by changes in
household income generated from the direct and indirect effects. Both the hotel operator and
taxi driver experience increased income from the visitor’s stay, for example, as do the cleaning
supplies outlet and the gas station proprietor. Induced effects capture the way in which this
increased income is in turn spent by them in the local economy.

An economy can be measured in a number of ways. The most common are “Output,” which
describes total economic activity and is equivalent to gross sales, “Value-Added,” which
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represents the difference between gross sales and cost of goods sold (not including labor
costs), “Labor Income,” which includes both wages and salaries and other compensation to
employees, and “Employment,” which refers to permanent jobs that have been created in the
local economy. In order to provide an accurate basis of comparison, all dollar-denominated
results are expressed in constant 2001 figures.

The interdependence between different sectors of the economy is reflected in the concept of a
“‘multiplier.” An output multiplier, for example, divides the total (direct, indirect and induced)
effects of an initial spending injection by the value of that injection —i.e., the direct effect. The
higher the multiplier, the greater the interdependence among different sectors of the economy.
An output multiplier of 1.4, for example, means that for every $1,000 injected into the economy,
another $400 in output is produced in all sectors.

The results of running the increased spending levels through the IMPLAN model are delineated
in the following tables.

Table 3 - Output Impact
Spending Attributable to Increased EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining $0 $398,402 $118,659 $517,061
Construction $0 $759,720 $251,859 $1,011,579
Manufacturing $0 $624,336 $625,716 $1,250,052
Transportation & Utilities $0 $1,834,505 $699,348 $2,533,853
Wholesale Trade $0 $328,586 $613,810 $942,395
Retail Trade $23,851,526 $136,241 $1,927,049 $25,914,816
Finance & Real Estate $0 $1,917,727 $2,573,470 $4,491,197
Services $8,013,922 $4,655,638 $2,970,086 $15,639,646
Government/Misc. $5,392,518 $645,961 $445,082 $6,483,560
TOTAL $37,257,966 $11,301,115 $10,225,080 $58,784,161

Table 4 - Value-Added Impact
Spending Attributable to Increased EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining $0 $267,567 $80,215 $347,782
Construction $0 $427,396 $96,542 $523,938
Manufacturing $0 $262,259 $193,764 $456,023
Transportation & Utilities $0 $896,952 $365,303 $1,262,254
Wholesale Trade $0 $233,163 $435,555 $668,718
Retail Trade $19,206,039 $96,985 $1,468,844 $20,771,868
Finance & Real Estate $0 $1,306,636 $1,811,366 $3,118,002
Services $2,786,089 $2,981,357 $1,830,740 $7,598,186
Government/Misc. $1,937,018 $308,152 $184,868 $2,430,039
TOTAL $23,929,147 $6,780,465 $6,467,197 $37,176,809
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Table 5 - Labor Income Impact
Spending Attributable to Increased EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining $0 $156,408 $46,890 $203,299
Construction $0 $249,838 $56,434 $306,272
Manufacturing $0 $153,305 $113,266 $266,572
Transportation & Utilities $0 $524,320 $213,541 $737,861
Wholesale Trade $0 $136,297 $254,607 $390,905
Retail Trade $11,227,048 $56,693 $858,625 $12,142,366
Finance & Real Estate $0 $763,805 $1,058,849 $1,822,654
Services $1,628,631 $1,742,777 $1,070,174 $4,441,582
Government/Misc. $1,132,300 $180,133 $108,066 $1,420,499
TOTAL $13,987,980 $3,963,577 $3,780,453 $21,732,010

Table 6 - Employment Impact
Spending Attributable to Increased EITC Participation

Year Direct Indirect Induced Total
Agriculture/Mining 0 2 2 3
Construction 0 11 3 14
Manufacturing 0 4 3 8
Transportation & Utilities 0 9 4 14
Wholesale Trade 0 3 6 9
Retail Trade 619 3 44 666
Finance & Real Estate 0 12 12 24
Services 123 78 56 257
Government/Misc. 10 4 6 20
TOTAL 752 128 136 1,014

As shown above, the economic impact of increased participation in collecting the EITC in San
Antonio is potentially quite large, as injecting $37.3 million in direct spending will create $58.8
million in total economic activity, $37.2 million in value-added, $21.7 million in labor income, and
support over 1,000 permanent jobs. While these results cannot be disaggregated
geographically, it is likely that much of the impact will be felt on the West Side, given the
concentration of potential recipients and the fact that most of the impact occurs in consumer
sectors. At the same time, the City of San Antonio can expect to benefit from this increased
economic activity. Table 7 outlines the potential fiscal impacts.

Table 7
Fiscal Impact of Increased EITC Participation
City of San Antonio (000s)

City Sales Tax $166.60
City Property Tax $197.40
CPS City Revenue $171.70
Other Revenue $179.50
TOTAL $715.50

Page 10 @



Selected Case Studies

Forward-thinking local leaders in cities across the U.S. have realized the benefit of the EITC for
low-income working families in their communities, as well the favorable impact to the cities
themselves in terms of positive economic and fiscal effects. Consequently, a number of cities
have enhanced the well-being of their communities by creating programs that inform eligible
families about tax credits, connect low-income families to free or low-cost tax assistance, and
help families save or leverage their refunds to meet medium- and long-term goals. Much of the
case study information detailed below was gathered from the Annie E. Casey Foundation.

Chicago

Chicago has been a model for other cities since its 1999 campaign to increase awareness of
the EITC in the greater Chicago area through public-private partnerships. The program is
directed by the Chicago Tax Assistance Center, which has enlisted two non-profit organizations
to provide free tax preparation assistance for low- and moderate-income families. In early
December of each year, the City provides major businesses, other units of local government,
social service agencies, and community organizations with promotional materials to distribute
informing potential recipients about the EITC. Additionally, the electric, gas, and telephone
companies include EITC information with their utility bills. In 2002, the tax preparation program
obtained $17.7 million of refunds for almost 13,000 clients - an increase of 25 percent over the
previous year. As summed up by Mayor Richard M. Daley, “We’re doing this because the EITC
puts money in the pockets of people who need it most. And the money moves quickly into the
Chicago economy, because these people spend it for necessities, rather than salting it away in
the bank.”

Denver

Denver is the only city in the country to have established a local EITC program in 2002 called
the Denver Earned Income Tax Credit. The credit is available to residents of Denver who have
qualified for the federal EITC, and provides a 20 percent match of federal funds received. The
Denver EITC was funded by setting aside $5 million in under-utilized Temporary Assistance for
Needy Families (TANF) funds. In the first three months of the initiative, more than 4,600
families benefited from the credit, with an average check of $430. The campaign has increased
the number of claimants for the federal EITC because the application process for both credits
has been combined. This has decreased overhead costs, resulting in 99 cents of every dollar
allocated to the Denver EITC program going directly to working poor people.

Boston

Spearheaded by the City of Boston, over 50 community and business leaders in the
metropolitan area formed the Boston EITC Action Committee in October 2001. The coalition
has recruited more than 200 volunteers who have been trained by the IRS, and many of them
are fluent in languages other than English. Over 26 tax preparation sites have been set up in
Boston neighborhoods. Before the coalition was established, more than $9 million in EITC
refunds went unclaimed; the 2001 campaign increased claims by 18 percent. Other goals of the
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coalition include helping families and communities use the EITC to promote asset-building and
financial literacy.

Indianapolis

After estimating than 15,000-20,000 eligible families were not claiming the EITC (equaling $22
million in unclaimed benefits), a pilot EITC program was established by the City of Indianapolis
last tax season. The program provided comprehensive training to 79 volunteers and targeted
three low-income neighborhoods. There were three primary goals: educate taxpayers about
the EITC, provide free tax preparation to working families who are eligible for the EITC, and
provide families with information about financial literacy/education opportunities. Due to the
program, over 3,000 additional families claimed $500,000 in EITC, and saved approximately
$138,000 in tax preparation costs. In 2003, the City will invest in a publicity campaign and offer
the program citywide. It is estimated this campaign will result in $6 to $8 million in EITC for
2003 that otherwise would go unclaimed.

Louisville

A program was established by the 2002 Louisville EITC Campaign to send representatives of
local banks to the Volunteer Income Tax Assistance (VITA) sites to open checking and savings
accounts for low-income filers, enabling them to direct deposit their tax refunds. Additionally,
homeownership and financial literacy classes were offered at the VITA sites and instructors
referred people to other asset-building opportunities such as Individual Development Accounts
(IDAs). IDAs, which are typically financed by one or more third party funders such as
foundations, employers, financial institutions, and/or state and local governments, provide
matching dollars toward purchasing a home, starting a small business, or paying for post-
secondary education. Sixty EITC-eligible tax filers took advantage of IDA programs, and
$200,000 in matching funds were set aside.

Conclusions

The near-term economic benefits of broader utilization of the EITC by residents of San Antonio
and the West Side consist largely of the impact of increased spending, both in terms of direct
purchases by residents and the indirect ripple effects to other sectors of the economy and the
local public sector jurisdictions. In the final analysis, the economic benefits of this spending
materialize in the form of increased jobs and income, which is especially important at time when
income disparity is widening and the economy is generally sluggish. In addition, there are
significant tax benefits to the school districts, the City, and Bexar County. It is highly likely that
the tax benefits to the City of San Antonio ultimately would exceed the costs of a campaign
comparable to those outlined in the case studies, making an effort of that type both appropriate
and cost-effective.

There are also intangible benefits associated with increasing the resources of families at the

lower end of the economic spectrum. Many of these families struggle to make ends meet on a
daily basis, which leaves little time or resources to devote to planning for the future. To the
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extent that an EITC payment can provide “breathing space” from ongoing financial pressure, it
can help create the possibility of saving and investment — perhaps in the form of starting a new
business or helping to pay for higher education. The economic impact of these investments in
the future could, in many cases, swamp the benefits that come from increased spending. Seen
in this light, increasing participation in the EITC program is good public policy — it leverages
local resources to the net benefit of both a targeted population and the community at large.
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Legal Disclaimer

Every attempt has been made to ensure the information contained herein is valid at the
time of publication. Texas Perspectives Inc. (TXP), however, reserves the right to make
changes, corrections and/or improvements at any time and without notice. In addition,
Texas Perspectives Inc. disclaims any and all liability for damages incurred directly or
indirectly as a result of errors, omissions or discrepancies.

Any statements involving matters of opinion or estimates, whether or not so expressly
stated, are set forth as such and not as representations of fact, and no representation is
made that such opinions or estimates will be realized. The information and expressions
of opinion contained herein are subject to change without notice, and shall not, under
any circumstances, create any implications that there has been no change or updates.
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